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Proposal.--The Treasury does not support it but social
security and railroad retirement payments could be treated
as taxable income with this treatment phased 1n to apply
only where other income 1s $15,000 for single persons and
$20,000 for married couples. For each dollar of other
income above the specified amount, 50 cents of social
security or railroad retirement income would be treated as
taxable. However, to give tax recognition to employee
contributions, the maximum amount of social security and
comparable railroad retirement benefits that would be
taxable would be two-thirds of the benefits received during
a year (one-third is attributed to the employer and one-
third is the tax-free interest income).

Railroad retirement pension benefits above the social
security tier would be taxed 1in the same manner as private
pension benefits.

Alternative.--The income level at which social security
or railroad retirement would be taxed could be raised to
$25,000 if the individual is single or $30,000 if married.

Revenue Estimate.--The revenue gain 1is estimated at
$600 million under the first alternative or $300 million for
the higher income levels. The railroad retirement pension
benefits above the social security tier which would be taxed
involves a small revenue gain of less than $10 million.

Discussion of the Issues.--The primary reasons for and
against this proposal are:

Pro.--

—————

° Less than 5 percent of all returns with social
security income would be taxable on a portion of
their benefits under the first alternative. With
the higher starting tax levels, less than 2
percent would be taxable.

° Logically, to the extent social security and
railroad retirement benefits are substitutes for
private pensions or individual savings, they
should be part of the tax base.

° Relief to the elderly may be appropriate, but
there is little justification for it above certain

income levels.

Electrostatic Copy Made
for Preservation Purposes



° The proposal would include these amounts in income
only in the case of relatively high income aged.

° But for an historical anomaly, railroad retirement
would be a private pension system. Railroad
employers fund the railroad pension system, and
treat their tax contributions as a normal deductible
business expense. Pension tier benefits are tax-
free for railroad employees, while all other
private-sector employees pay taxes on their
pension benefits.

Con.--

° Taxation of social security benefits politically
is extremely difficult. Previous attempts to
include social security benefits in the taxable
income base have always failed. The concern is
that the reaction to "taxing social security"
(even if starting at a high income level) may be
so negative as to have an adverse effect on the
overall tax reform effort.

HEW Comment.--HEW supports in principle the taxation of
certain social security benefits as long as other similar
transfer payments are taxed. Their only important reserva-
tion is political: any such proposal may invite the Congress

to reopen the question of expensive liberalizations ¢of the
earnings or "retirement" test In social security. .
Domestic Policy Staff Comment.--The Policy Staff opposes
the change in the treatment of railroad retirement pensions
because it believes that railroad unions may have relied on
this tax treatment in their negotiations. It may arouse a

charge (admittedly incorrect) that this is starting to tax
social security.

Treasury Recommendation.--In view of the likely adverse
effect on the overall tax reform program, it is recommended
that we forego any attempt to tax social security income,
but do tax the portion of the railroad retirement representing
the equivalent of a private pension.

'7" e Agree

ﬂﬂﬂ Wé—;/)/5o ‘ Disagree _ -

Want to discuss further
,,«,M'WL ﬁ,, v
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° Some believe that taxing unemployment benefits
would require provisions for a higher level of
benefits.

Department of Labor Comment.--The DOL believes that the
$15,000 and $20,000 income limits should be indexed so that
an increasing proportion of unemployment payments will not
be taxed in the future as prices rise.

Treasury and CEA Comment.--There is no more reason to
index this particular item than many others in the tax law.

Treasury Recommendations.--Unemployment compensation
benefits should be treated as taxable income above threshold
levels of $20,000 of other income for married couples and
$15,000 for single individuals, with a phase in above those
levels.

¢L/ Tax benefits above specified level

'M Do not tax

wWant to discuss further

~
éd“ (4) Veterans' Benefits

Present Law.--Amounts received by veterans as payments
from the Veterans' Administration are excludable from taxa-
tion. Military disability pensions are also tax exempt.

Proposal.--The Treasury does not recommend taxing
veterans' payments or limiting disability pensions. However,
if this were to be done the benefits might be taxable where
the veteran had over $15,000 of other income if single or
$20,000 if married. The veterans' benefits in the case of
those with incomes above these levels would be taxed to the
extent of 50 cents for each $1 of other income above the
specified level. (GI bill benefits are treated as scholar-
ships and are discussed below.)

Revenue Estimate.-~The proposal would increase revenue
by $221 million a year.

Discussion of the Issues.——The primary reasons for and
against this proposal are:
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Treasury Recommendation.--No change should be made in
the present treatment of black lung benefits which are not
now subject to tax.

Tax payments
5h“*L Do not tax payments

e

Want to discuss further

(6) Scholarships, Fellowships, and GI Bill Benefits

Present Law.--Under present law, amounts received by an
individual as a scholarship, fel%gﬂship, or benefit under
the GI bill are tax eéxempt. The tax-exempt amounts received
by an individual who is not a candidate for a degree are
limited to $300 per month for a maximum of 36 months. The
tax-exempt amounts include compensation for personal living
expenses by way of scholarship or fellowship as well as
amounts to cover tuition and fees.

Proposal.--The present exclusion for scholarships
(including national health scholarships), fellowships, and
GI bill benefits would be limited to amounts allowed for
tuition and fees. Tuiltion and fees that under present law
are taxed as compensation would continue to be so treated
except national health scholarships and similar Government
programs which would be exempt. g

Revenue Estimate.--The proposed elimination of exclu-
sion for scholarships and fellowship benefits other than
tuition and fees would increase revenues by $170 million a

year.

Discussion of the Issues.--The primary reasons for and
against this proposal are:

Pro.--

° Limiting the exclusion to tuition and fees is all
that is necessary to provide equal treatment
between scholarship recipients and students at
free and low-cost schools.
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Treasury Comment.--It is likely that many of the students
receiving fellowships and many with scholarhips come from
families with middle or high incomes.

Treasury Recommendation.--Amounts received by way of
scholarship, fellowship, or GI bill benefits should be
includable in taxable income except to the extent that they
represent allowances for tuition and fees.

Agree
§&»¢L’ ? Disagree

"

Want to discuss further

(7) Credit for the Elderly

Present Law.--An individual who is over age 65 may take
a credit of 15 percent of $2,500 of income, if single, or of
$3,750, if married. The $2,500 and $3,750 amounts, however,
are reduced by social security, railroad retirement benefits,
and other tax-free pensions or annuities. The income base
for the credit is also phased out for higher income tax-
payers. It is reduced by one-half of the taxpayer's income
in excess of $7,500, if single, or of $10,000, if married.

There is a special credit for persons under age 65 who
receive retirement pensions under governmental retirement
systems. This credit is similar to the credit for taxpayers
who have reached age 65. However, there is no phase out
based on income. Instead, the $2,500 and $3,750 income
bases are reduced by earned income in excess of $900 if the
individual is under age 62. If he is 62 or over the reduc-
tions are 50 percent of earned income from $1,200-$1,700 and
100 percent of income over $1,700.

Proposal.--The retirement income credit for public
employees under age 65 would be repealed entirely.

The credit for the elderly would be based on income
of $3,000 (instead of §2,500) for single taxpayers or $4,500
(instead of $3,750) for married taxpayers. This would be
reduced in the same manner as present law, for social
security, railroad retirement, and similar benefits. It
would continue to be phased out for income over $7,500 for
single taxpayers and $10,000 for married taxpayers.
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Revenue Estimate.--The proposal will decrease revenues
by about $11 million a year.

Discussion of the Issues.--The primary reasons for and
against this proposal are:

Pro.--

° The elimination of the retirement income credit
for public employees under age 65 will be a sub-
stantial simplification of the law.

® The elimination of the credit for public employees
also would be a substantial improvement in tax
equity. since it will treat Government retirees
the same as private industry retirees.

°® The increase in the income level on which the
general elderly credit is based from $2,500 for
single individuals to $3,000 and from $3,750 for
married couples to $4,500 is justified by the rise
in social security levels.

Con.--

° Government retirees below age 65 who are already
receiving benefits will consider it unfair to tax
them.

Treasury Recommendation.--The retirement income credit
should be repealed for public employees under the age of 65.
The limitation on the income eligible for the credit for the
elderly should be increased to $3,000 for single individuals
and $4,500 for married couples.

Repeal special credit for government

retirees under age 65 -
Mdh’/ Do not repeal this credit
f{;~ ] . Want to discuss further
0 Lm' . g
/ﬂuwﬁ' mﬁé ’ Increase base of credit for those
/f{ over age 65 -

Do not increase base of credit .

Want to discuss further
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Revenue Effect.--It is estimated that this proposal
would increase tax revenues by $30 million a year.

Discussion of the Issues.--The primary reasons for and
against this proposal are:

Pro.--

°® Present law favors employer-sponsored insurance
programs over individually purchased policies.
This makes sense only to the extent that it gives
assurance of wide coverage, particularly for those
least likely to secure their own protection.

°® Nondiscrimination standards now apply to pension
programs and group legal service plans and are
being recommended here for group term life in-
surance.

° Basic changes in this area (apart from nondis-
crimination) need to await action in the national
health insurance program.

Con.—-

° The exclusion of payments for medical and disability
care from taxable income is a major tax expenditure,
amounting to about $5 billion in terms of revenue.
(Its omission from a comprehensive tax reform bill
would appear to be justified only on the grounds
that a national health insurance program has yet
to be developed.)

Treasury Recommendation.--A nondiscrimination standard
should be added for employer sponsored health and disability

l/b/ . gree =

ﬁ¥ Disagree

wWant to discuss further

(3) Group Legal Insurance’

Present Law.--The Tax Reform Act of 1976.provided that
contributions and benefits received under a group legal
services plan are not taxable.
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Domestic Policy Staff Comment.--The Policy Staff recom-
mends that the exclusion for group legal service plans
should be retained because it helps low and middle income
persons get adequate legal services and is similar to tax
exempt medical services. .

Treasury and CEA Comment.--In general, compensation
ought to be taxed in whatever form it occurs. Since group
legal insurance has not yet established itself as a wide-
spread tax preference, it should be removed as soon as
possible.

Treasury Recommendation.--The exemption for group legal
service plans should be repealed.

Repeal exclusion
Retain exclusion

Want to discuss further

{4) Qualified Retirement Plans

Present Law.--"Qualified" pension plans (those that do
not discriminate in favor of higher paid employees) receive
preferential tax treatment: (1) no tax is imposed on the
amount set aside for an employee and (2) the tax on the
earnings so set aside is postponed until the employee
retires and receives these amounts as pension benefits. 1In
determining whether a pension plan is discriminatory (i.e.,
adverse to lower paid employees) present law allows the
amount an individual would receive under social secuirty to
be taken into account.

A "defined benefit" pension plan provides that an
individual will receive a specified benefit upon retirement;
and a "defined contribution" plan provides that a specified
amount will be set aside each vear and that upon retirement
the employee will receive this amount plus the earnings on
it. Presently, the maximum annual benefit under a defined
benefit plan is $75,000 plus a cost of living adjustment
(which currently has brought this limit up to more than
$84,000). Under a defined contribution plan no more than
$25,000, adjusted for a cost of 'living factor, may be set
aside for an employee in any year. Where an employee 1is
covered by both a defined benefit and defined contribution
plan, the maximum benefit may not exceed 140 percent of the
two maximums taken together.




-6 -

In addition to qualified pension plans, present law
lows amounts to be set aside for retirement purposes
by the self-employed (Keogh plans) and by shareholders of
subchapter S corporations (generally treated like partner-

also ¢

ships).

Certain nondiscrimination requirements also apply

in the case of these businesses. The maximum amounts for

of compensation, or $7,500 a year, whichever 1is the lower.

Proposal.--A series of changes would be made. First,
the $7,500 annual limitation on contributions to qualified

hwhich a deduction may be taken under these plans is 15 percent §>
Vv

plans for self-employed persons would be extended to share-

N\

Second, the maximum limitation on defined benefit
pension plans would be reduced to a $60,000 per year

holders with a 10 percent or greater interest in a corporatlonQBS

benefit with no cost of living adjustment, and the amount

which could be contributed for any employee under a defined
contribution plan would be limited to $15,000 a year with

no cost of living adjustment.

Third, where an employee is covered by both a defined
benefit and a defined contribution plan, the maximum benefits
for which he would be eligible under two plans could not

&

exceed the maximum (or its equivalent) allowed under either

plan alone.

Fourth, the plan would no longer be permitted to
entirely exclude employees all of whose wages are covered

by the social security system. An employer could provide a

greater benefit as a percentage of his employees' pay over
the social security wage base if he provides a benefit for
all employees at a specified lower percentage of their pay
which is included in the social security wage base.

Revenue Estimate.-~It is estimated that this proposal

would increase tax revenues by $10 million a year.

Discussion of the Issues.--The primary reasons for and

against these proposals are:

Pro.--

VJ(
(/M'

V)
¢

o

Consistent treatment of owners of businesses,
whether incorporated or not, will stop the trend
towards incorporating solely for tax reasons,
especially by professionals with six figure
incomes. The eventual goal would be to substan-
tially reduce the overall limit and make it
consistent for all persons, owners or not. This
would be difficult to accomplish, but if the
proposed limits are adopted we will have taken a
major step toward this goal.

y ade
Pur] ies
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not exceed 100 percent of the maximum under either. 1In
addition, the cost of living adjustment on these limitations
should be removed.

/;a Agree
Geerd . .
Disagree

Want to discuss further

"Integration” of private retirement plans with social
security should be allowed only if some minimum benefits
are provided for lower paid employees.

Agree e

Disagree

Want to discuss further

(5) Employee Death Benefits

Present Law.--There is a statutory exclusion for $5,000
of amounts paid by an employer by reason of death of the
employee. In addition, insurance proceeds received at death
are fully tax exempt.

Proposal.--The $5,000 death benefit exclusion would
be repealed.

Revenue Estimate.--It is estimated that this proposal
would increase tax revenues by $30 million a year.

Discussion of the Issues.--The primary reasons for and
against the proposal are:

Pro.--

° The principal beneficiaries of tax exclusions are
high bracket individuals.

° These payments are in the nature of deferred wages
and as a result it would appear that they should
be taxed. )
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In 1976, Congress provided that business expense
deductions for attending foreign conventions could be taken
for no more than two conventions per year. Second, deduc-
tions are not allowed unless the individual attends approxi-
mately two-thirds of the scheduled business activities of
the convention, and these activities must cover most of the
time the individual was not in transit to or from the site.
The time spent by the individual at the convention sessions
must be verified (under oath) by a convention official.
Third, the subsistence expenses for which deductions are
taken may not exceed the per diem rates which would be
available for government trips to the same locations by
Federal employees. Fourth, the deduction for transportation
expenses outside of the United States may not exceed the
lowest coach, or economy, rate charge by a commercial
airline.

Proposal for Entertainment.--The Treasury recommends
that entertainment deductions:

(1) be totally disallowed with respect to
entertainment facilities (yachts, hunting lodges, club
dues) and

(2) be denied to the extent of 50 percent in
the case of business meal expenses otherwise allowable
as a business deduction.

Alternatives.--Limitations on these deductions proposed
by others would: )

(1) deny any deduction for costs involving £

theater tickets, sporting events, golf fees, and the
like,

(2) in the case of meals, instead of disallowing
half, disallow any amount taken over $15 per

person per meal,.-and ¢ @& JB7. e simellen

(3) in the case of business travel, limiting the
deduction for business travel in the case of air fares
to the cost of coach or economy class fares.

- Proposal for Conventions.--The Treasury recommends that
no deduction be allowed for expenses incurred to attend a
convention, seminar, or other meeting held outside of the
United States and possessions unless it is reasonable for

Elec ¥ CopyhN )
f~r Drggervation F rp:

A









- 13 -

State Department Comment.--The State Department would
support proposals to limit the normal deductions for foreign
conventions if a foreign site of a convention is reasonable
because of the organization's large foreign membership or
other specific reasons for holding the meeting at a certain
site and would favor raising the daily expense allowance. In
its view, however, these restrictions should apply to both
domestic and foreign conventions.

Domestic Policy Staff Comment.--The Policy Staff believes

that deductions for business meals should be limited to a
flat dollar amount per person per meal (or one-half the cost
of the meals, whichever is the lesser), that there should be
no deduction for tickets to sporting events, theatres, etc.,
and that there should be no deduction for air fares other

than economy or coach fares.

Treasury Recommendations.--The deduction for entertain-
ment facilities and dues should be disallowed.

Agree v

Disagree

Want to discuss further

The Treasury does not recommend any further limiting
of deductions for cost of tickets to entertainment (sports,

theatre, symphony, etc.).

Deny all deduction for these tickets p
Do not change treatment in present law

Want to discuss further

The Treasury recommends that the deduction for one-half

“e

cost of otherwise allowable business meals should be disallowed.

‘7 Limit deduction to one-half of meals
2}

Vd"w . :
fﬁ Limit deduction to $15 (or some other
amount) per person per meal

Do neither of the above
Want to discuss further
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